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ABSTBACT 

Although housing standards. have been raised in all 
parts o£ the United States since 1960, there are still significant 
numbers of American families whose housing conditions fall belov 
accepted standards and others vho must pay excessive portions of 
their income for housing. Nearly tvo^thlrds of the nation *s 
substandard bousing is located in rural America. Of the approximately 
20 million households residing in nonmetropolitan areas, almost 2.5 
million lived in housing lacking complete plumbing in 1970« For many 
years, it has been evident that rural people have found it much more 
difficult to obtain credit for homebuilding. There is some evidence 
in the 1971 Census data of the disparities betTieen nonmetro and metro 
areas in the availability of mortgage funds to homebuyers« Congress 
has enacted a number of programs designed to improve rural housing* 
Since 1968, vhen a number of housing programs mere created or 
expanded by Congress, there has been a measurable increase in the 
federally^-assisted housing made available to American families* For 
rural households, particularly those in places of less than 10,000 
population, the most relevant housing programs have been administered 
through the Department of Agriculture *s Farmers Home Administration 
(FmHA). (NQ) 
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FOREWORD 



For many years, it has been cleat that rural people have found 
it much more difficult to obtain credit for homebuilding. This is 
reflected in the fact that nearly two-thirds of the substandard housiag 
in the nation is locatedlin rural America: 

This situation is outlined extremely well in this report by the 
Cong;ressionaI Research Service. ThereTfore, I am pleased to make it 
available. 

This report does not necessarily reflect the opinions of all of the 
members of the Committee on Agriculture and Forestry. 

Dick Clark, 
Chairman^ Subcmmittee on Rural Development. 
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RURAL HOUSING: ' 

NEEDS, CREDIT AVAILABILITY, AND FEDERAL 
PROGRAMS 



I. HOUSING CONDITIONS AND NEEDS 

( .. r I 

Honsino: standards have been raised in all parts of the United States 
since i960., Improvements have been made in rural commimities its 
well as the metropolitan areas of 'the country. But there arc still 
significant numbers of American families whose housing conditions 
fall below accepted standards and others who must pay excessive por- 
tions of their income for housing. A disproportionate number of these 
families live in rural areas. 

There are approximately 20 million households residing in nonmetro- 
politan areas. Cf these, almost 2.5 million lived in dwellings lacking 
complete plumbing at the time of the last census — 1970. Complete 
plumbing means tliat each family has a toilet, bathtub or shower, and 
hot and cold piped water inside Uie structure. Incomplete plumbing is 
largelv a rural problem in the United States: in 1970 12 out of 100 
liouseliolds in nonmetro areas lacked some or all of these sanitary 
faciHties compared with only 3 out of 100 in metro areas. 

Bad housing is not evenly distributed among all niral families. It is 
moht serious in the South, where 19 out of 100 nonmetro families have 
incomi)lete plumbing. Crowding (units witli more than 1 person per 
room) is also somewhat more prevalent in the South, where 11 out of 
100 nonmetro families have inadequate space compared with 9 out of 
100 for all nonmetro households. 

As in metropolitan areas, certain segments of the rural population 
have disproportionate shares of bad hou.sing. The groups at risk are 
the poor, the elderly, and nonwhites. 
— Four out of five nonmetro households without full plumbing 
facilities had incomes in 1969 of less than S6,000 and more than 
half had deep-poverty incomes of less than $3,000. 
—Elderly households (those with heads aged 65 and over) com- 
prise(r23 percent of all nonmetro hou.scholds but they occupied 
almost one-third of the houses lacking plumbing. 
—Black families made up only 7 percent of all nonmetro liouseholds 
in 1970 but they accounted for 29 percent of all occupied houses 
without full plumbing. 

Water and sewer Jadlities 

Modern comnumity facilities are important not only for the health 
of the community but for ecjonomic development. Public or community 

(1) 
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Walter and sewerage sj-j^teins are aliu()>t UiMvorsal in urban centers and 
the den>er part?: of metropolitan areas. Rural conuuunitie?> are in- 
creasingly concented about installing comnuinity systems. The tai>k is 
huge. In 1970 more than 8 million year-round liduses in nonmetro 
areas (total of 21.6 million occupied and vacant) were not linked to a 
public water system. More than 11 million such units were not serveil 
by a public sewerage system. It is not known now many of these unites 
can continue to be safely served by individual wells* cesspools and 
.septic tanks and similar facilities. *^It is known tliat if population 
densities are to rise and industries to be attracted to rural communi- 
ties, many will seek to install or modernize their public water and 
sevverage >ystems. T!ie costs, however, will run higli. A recent stutly 
estimated the cost of installhig comnuinity water and sewer facilities 
iu relatively low density neigliborhoods at §5,500 per dwelling unit. 
If public systems were to be in-talle<l in areas containing onlv half 
the nonmetro houses la-tking public water (4 million), the total cost 
would come to at least $22 billion.* 

» Thr lONt m!;:lit run lil^jhrr nlnco honslne In rural commiinUlen In more nw^^r. * out than 
lit till* model (»n whkU the unit tt»i»t is bai>cd. 8ee the Costs of S^pruwl, Ueal I^bit.ite Rw«»arch 
Corp.. .\prU 1{)74. 
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11. HOUSIKG CREDIT AVAILABILITY IN RURAI. AREAS 



For many decades the lending institutions in rural areas were heavily 
(iriented to the credit requirements of fanners. Even today there are 
more than 5,300 commercial banks with 25 percent or more of their 
total loans in f arin loans. Wliile commercial banks make mortgiige loans 
to nonfarm families, such loans constitute only a small fraction of their 
business. In mid-1974, the residential mortgage loans (in dollar value) 
of small commercial banks in the country made up about 13 percent of 
total loans and investments of such banks. This ratio is probably 
indicative of the relative weight of housing loans in the portfolios of 
commercial banks in rural areas. 

In recent years, borrowers have had more places to shop for mortgage^ 
loans than a decade earlier. In I960 commercial banks oi trust com- 
panies held 34 percent of the mortgages on one family homeawner 
properties in rural counties.^ Savings and loans held 23 nercent of these 
mortgages and individuals held more than 21 percent. Mutual savings 
banks and life insurance companies accounted for only 7 percent. In 
other parts of tlie country, home borrowers were much less dependent 
upon commercial banks and individuals anu obtained the bulk of their 
home loans from savings and loan associations, mutual savings banks, 
and life insurance companies. In terms of dollars of mortgage debt out- 
standing, the dependence upon commercial banks and individuals was 
less pronounced but still much higher than in nonrural counties. 

TABU l.-PERCENTAGE DISTRIBUTION OFIOWELLINGUNITHOMEOWNER MORTGAGED PROPERTIES AND AMOUNT 
OF 1ST MORTGAGE DEBT OUTSTANDING ON SUCH PROPERTIES BY LENDER, RURAL COUNTIES. OTHER COUNTIES. 
AND ALL COUNTIES. UNITED STATES. 1960 

|ln percent} 





Percentage of mortgaged 
properties 


Percentage of df bt 
outstanding 


Lender 


Rural 
counties 


Other 
counties 


All 

counties 


Rural 
counties 


other 
counties 


All 

counties 


Commercial bank or trust company ^. 

Mutual savings bank or life insurance company... 


34.1 
22.9 
21.4 
7.3 


ie.0 
34.5 

las 

30.1 
8.5 


1&8 
34.0 

n.4 

29.1 
8.7 


29.5 
24.6 
18.0 
11,7 
16.2 


14.4 
33.8 

7.4 
35.4 

9.0 


14.8 
33.5 

7.7 
34.8 

9.2 




. 100.0 


100.0 


100.0 


100.0 


100.0 


100.0 



Source: U.S. Census of Housing, 1960: Calculated from data for rural counties in app. tat<as 2 and 3, this report; for 
all counties, from vol. V, pt 1. tables 2 and 3. pp. 5, 6. 11. and 12. Percentages of alUcoL.ity debt outstanding are as 
published in vol. V. pL 1, table E. p. XXV. Other-county data are residual. Reproduced from: "Financing of Rural Nonfarm 
Housing in the United States." U.S. Department of Agriculture. 1970, p. 20. 



^ (•oiintl(?H containing no more than one place or part of a place of 4.090 population or 
losH were clnsslfleil ns rural. The 1060 data arc taken from a report of the U.S. Department 
of ARrlculture. "Plnanclng of Unral Nonfarm Housing In tlie United States," Issued Novcni- 
her 1970. 

(3) 
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By 1971 (he .siivijig.s ami loaii^ had disphiccd the coinmoicial banks 
hi nonmotro areas as the niosl iinporlant institutional londei-s on 
single family honieb. Outside of metro area.s in places of less tlian 
10,000 population, S & L's held 35 percent of these mortgages, com- 
mercial banks had 26 percent, and individuals held almost 11 percent. 
While these figures are not precisely comparable to those for 19G0, 
tiiey show a remarkable irrowth in rural areas of institutional lenders 
oriented to housing credit. A particularly salutary change was the 
reduced dependence upon individuals (usually the seller of a liousc) 
for the financing of homo transactions. (In 1974, in both metro and 
nonmetro area&, individuals who wanted to sell tlieir homes were 
more likely to have to take back a mortgage due to the reduced flow 
of household savings into the deposits ol S & L's and commercial 
hanks.) 

There is some evidence, nevertheless, in the 1971 Census data of 
continuing disparities between nomnetro and metro areas in the 
availability of mortgage funds to homebuyer.^. As Table 2 shows, 
nnitual savings banks and hfe insurance companies held more than 
one-fourth of the mortgages on one-family houses locr ted inside mej.ro 
tireas but only 14 percent on the nonmetro properties. The iVderal 
National Mortgage Association (FWIA) was also a larger suppher 
of funds inside than outside metr- eas.^ 



TABLE 2.- PERCENTAGE DISTRIBUnON OF 1-DWELLING-UNIT HOMEOWNER MORTGAGED PROPERTIES BY TYPE 

OF MORTGAGE HOLOEK, 1971 



Outside 
SMSA's 
places of 

Inside Outside 10,000 or 
SMSA's SMSA's less a 'd rural 



Type of lending institution: 

Com m e rcia I bank .......... ^. 

Mutual savings lank ^. .. . . . . . .V. . . „ . . .-. . . . . . 

Savings and loan association..:...... 

Life insurance company 

Mortgage company ...... 

Fe de raiage ncy 

federal National Mortgage Association. ..... .. . .... . . .-. . . . . . . . 

Roat estate or construction company ....... . . ... . . 

Individual or individual estate..... ....^..V.-....." 

Othe r. . .> . .:. ... ..... ... . . :. . ..... ...... . . 



14, 568,000 


4, 532.000 


3,173.000 


14.1 


23.5 


25.8 


15.8 


8.4 


8.1 


39.2 


37.0 


35.2 


11.7 


5.6 


3.7 


1.2 


1.5 


2.0 


2.5 


7.5 


9.0 


5.3 


2.7 


1.8 


.5 


.5 


.6 


5.9 


9.9 


10.6 


3.7 


3.3 


3.3 



Note: Percent distribution may not totai to 100 0 due to rounding. 
Source: U.S. Census of Housing, vol. V, "Residential Finance." 

The significance of these figures is that nuitual savinj^s banks, life 
insurance companies, and FJsMA supply funds that are largely from 
outside the borrowing area. To the extent that nonmetro areas do not 
have access to the fiiiiu,^ of these institutions, they arc more dependent 
upon their internal savings for housing credit, llural areixs liave been 
heavily dependent upon outside sources for a substantial portion of 
their total credit requirements during tlie past decade. Within this 
general credit shortfall, there woidd ai)pear to be a substantial defi- 
ciency in credit for housing. 

*Thls maiiiLv rofl(*ct.s the fact that tlie Fodornl IIou»?ln« .Vthnliilstratlon was rflatlvely 
U-sH lu'tlvf in r.iral areas tliaiA in metro areas. In 1H71 FNM.\ was autborlx.ed to iiurcbas'i- 
only PHA and VA underwritten mortgages. (See p. 7.) 
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A> might be expected; (he Miialle^t ph^ces outMde of metropolitan 
nreas are most reliant upon iiitoriinl source^ for home mortgaires. In 
1971 individuals held 10.6 percent of the mortgages compared witli lesj> 
than 6 percent inside metro areas and commercial banks held aimost 2G 
percent compared with 14 percent in metro areas. 

One bright spot is the role of Federal agencies. These agencies 
(among wHich the Farmer» Home Administration probnbly was the 
most prominent) accounted for 9 percent o'" the mortgage^ in sniail 
places. But one Federal agency tluit has not been a- helpful to rural 
nreas as to metro areas is the Federal Housing Administration in the 
Department of Housing and Urban Development. FIIA-insured 
mortgage debt (in dollars) as a ])ercentage of total nua'tgage debt out- 
standing on residential properties in 1971 was: 



PfrcciU 

Inside metro area? _^ 21 

Outside metro areas 14. 5 

Out>ide metro areas places less than 1 0,000 10. 4 



The relative shorta^je in rural areas of mortgage bannor> i*nd othor in- 
stitutions that originate FIIA-in<ureil mortgage loan- hclp^ twphiin 
the lower partieip*ition rate in such areas. 

MovUjage ierrns 

lIomel)uyer> who borrow from conunercial banks or sa\ ing.^ and loan 
as.',ociations outside of metropolitan arens jue subject to higher 
interest rates and shorter terms than are bomebuyers inside metro 
areas. In 1971 the median interest rate charged by connnercial banks 
antl S it L's iuMde metro areas wa> 6.0 percent. But the median rate 
charged by >uch lenders outside metro nreas was G.7 percent. The 
median term for mortgages held by 8 ^: T/> within SMSA s wa> 24.() 
\ear^; for S & I/s outside it was 20.4 years. For cranm 'rcial bank> 
inside and outside metro areas tlu^ nuMlian term wa^ 22.2 and \^A\ 
year^, respectively. Mortgages held by indi^idu^lls liad even shorter 
terni> of 15.9 and 12.2 years. Since commerrial bank> account for a 
larg4T proporticai of nnatgage credit in rural area>, th.i> ( (aabiuatiiai 
(»f c'on.^iderably theater term loan> made at higher iutere>t rates is a 
practice that work:^ to the di>advanlaire of the rural borrower. (Sec 
table 3) 

TABLE 3 ^IST MORTGAGE CHARACTERISTICS, INSIDE AND OUTSIDE SMSA's BY TYPE OF HOLDER. 1971 





Inside SMSA's 






Outside SMSA's 










Loan as 






Loan as 








percent of 




Median 


percent of 




Median 


Median 


purchase 


Median 


purchase 




inlerest 


term 


price 


interest 


term 


price 


Type of holder 


rate 


(years) 


(median) 


rate 


(years) 


(median) 


S&L's ........... 


60 


22.2 


79 


8 7 


13.6 


78 


6.0 


24.6 


80 


6.7 


20.4 


82 




6.0 


15.9 


88 


6.0 


12.2 


91 




......... 5.9 


29.7 


96 


5.2 


27.7 


97 


FNMA. 


6.0 


30.0 


97 


6.0 


30.0 


98 



Source. 1970 Census of Kousine. vol. V, Residential Finance, U S. Bureau of the Census, chapter 2. tabic Sb.pp.lSl. 152. 
table 5d. pp. 193. 194. 

Another eharaeterislie of mortgasje loan>, the si/c of the down pay- 
ment, nut\ not be as Miifavoral)le to the rural borrower. Althoujrh 
down payments re(iuire(l by coiumj'reia! bank.s are ^li^rll^ly larger 
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outside SMSA's than inside (as rcllected by median figures for fir^l 
mortgage lopns as a percent of purchase price — table 3), down pay- 
ments required by S & L's are slightly smaller outside metro areas than 
inside. Such a canceilmg effect would seem to put metropolitan and 
rural borrowers on more of an equal basis in terms of down payment 
rc(iuired. 

How do these differentials in mortgage terms affect the borrower 
in rural areas as compared with metro areas'-^ In both areas, a liousc 
purchased for 830,000 would require apprcAimateiy the same down 
pa3nnent of 20 percent or $6,000. But a typical rural borrower would 
have to repay the $24,000 mortgage obtained from a commercial bank 
in 14 years at 6% percent. His monthly payment is $221.20. His 
metropolitan cousin borrowed the same amount from a bunk but ha^ 
22 years to repay at 6 percent. The monthly payment is $163.94. 
Clearly, the sliorter repayment period and higher interest rates 
translate into substantially higher monthly houMiig expenses for riual 
families as compared with metro families for the same mortgage 
amounts.^ 

^Tho'ie who were able to borrow frtvii S & Ji\ in rural areas were not as disadvantaired. 
I- or a $24,000 mortgage the monthly pn.\ntrnt on a tJV, |iorcent loan for 20 \ear^ Is ims2 40 • 
for the J»ame amount at 6 percent to be U'[ia1(l in 2.'> .\e:irs (t\i»|rjj| niotro teniih In 1071) 
the monthly payment is $154.6n. ^ 
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III. FEDERAL PROGRAMS FOR RURAL HOUSING 



TJie Congress has enacted a number of programs designed to 
improve the liousing of rural families. Since 1968, when a lumiber of 
housing programs were created or expanded by the Congress, there 
has been a measurable increase in the volumo of fcdcrall^^-assist^d 
liousing made available to American families. For the country as a 
whole, the bulk of the aid has come through the Department of 
Housiog and Urban Development. For rural households, particularly 
those living in places of less than 10,000 population, the most relevant 
housing programs have been those aumijiistered by the Farmers 
Home Administration (FmllA) in the Department of Agriculture. 

Income levels served 

The homcownerslup programs ot FmHA provide aid to families 
with incomes below the median for the country. Tlic median income of 
all families assisted under the Section 502 program during the year 
ending June 30, 1973 was $7,169. The comparable fipre for families 
assisted under the program and receiving interest reduction subsidies 
was $5,941. The rango of incomes served is shown in table 4. It will be 
noted that cnly 7.4 percent of all aided families (and 12.2 percent of 
those receiving interest subsidies) had HK /mcs below $4,000. The 
poverty line for a nonfann family of four in 1973 was $4,550.i 

'hie* maximum adjusted income for families eligible for FmHA- 
jisMsted rental housing varies from state^ to state. For familieiTin 
v.'hose behalf the deepest interest subsidies are paid the range of 
maximum" income is roughly $6,500-7,500. For others receivmg a 
smaller subsidy the range is upproxiinately $8,000-9,500. The Farmers 
Home Admini>tralion relies upon sponsors of rental housiuj^ to select 
eligible families and does not collect data on incomes of families in 
rental housing. 



TABLE 4.-tNC0MES OF FAMILIES ACQUIRING HOMES THROUGH SECTION 502 
IN THE YEAR ENDING JUNE 30. 1973 



Percent 



Gross income 



All 



Fimilies 
receivins 
irtterest 
credits 




$10,000 and over. 




Median income. 



$7,169 



$5,941 



1 Less than 0.5 perceni. 

Source: Farmers Home Administration. Medians computed by CRS. 
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Administralioii policiea 

The Administrrttion lias raised serious questions about the usefulness 
of inanv of the rural housing programs. Most of the proj^ranis were 
suspended by executive determuiation at the start of 1973. The budget 
issued at that time stated: 

No new obligations will be incurred under the low-iiicoinc 
housing, rural rental housuig, and farm labor housing loan 
programs after January 8, 1973, pending completion of a 
thorough evaluation of federally sub^' ' • ' sing pro- 
grams. This evaluation will focus on v . programs: 
(1) are the most effective mechanisms . ..Ic for providing 
housing assistance to low-income families; (2) are providing 
excessive benefits to other than the intended beneficiaries; 
(3) represent a proper Federal role. Applications which hKd 
been certified for approval by this date will be processed for 
approval and disbui^semcnt.**^ 

T!ie rural housing programs were resumed after July 31, 1973 in 
compliance with a p>deral Court order of that date handed down in 
tho U.S. District Court of the Distiict of Columbia.^ But the Adminis- 
tration continued its efforts to reorient federally-assisted housing 
programs. The proposed budget for fiscal year 1975 (issued January 
1974) .stated: 

This budget provides for an interim rural housing policy 
which moves in the direction supported by the President's 
housing study througii greater emphasis on using existing 
hoiLsing, rental housing, home repairs and rehabilitation, and 
makes Farmers Home Administration programs more avaiil- 
ablo to persons with the greatest housing needs. This action 
is being taken pending completion of the HUD experimental 
housing program. Guaranteed loans are to be used on an 
experimental basis during 1974 and 1975 for a portion of both 
the moderate income and rental housing program.^ 

Program levels 

Over the past five >Tars (fiscal 1970-1974) more than a half million 
families have been assisted by housing programs of the Farmers Home 
Administration. The funds obligated annually under these programs 
rose from ai)proxiinatdy $800 million in fiscal year 1970 to almost $1.8 
biliion in fiscal 1974. The bulk of the loans throughout these years 
went to individual families who were enabled to purchase homes under 
tho Section 502 program. More than 460,000 families bought homes 
through this program, most of them acquiring new houses. 

Other rural liousmg programs of FmHA have never reached siraifi- 
cant levelo. The rental housing program, Section 515, has provioed a 
total of 31,000 units in five yean Loans for housing repau^ to very 
lo\y income families (Section 504) have averaged only 3,400 a vear for 
a five-year total of 17,000. Loans and grants lov housing farm laborers 
(Section 514 and 156) have financed a total of 4,000 units in the 
past five years. (See table 5) 
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Program perjormance In fiscal 1974 

III the 12-inontli period ending Juno 30, 1974 the Farinens Home 
Administration made eommitments on 103,000 housing units. This 
was below the levels attained in fiscal years 1973 and 1972 of 118,000 
and 115,000 units, respectively. The main shortfall was in tho low 
income sector of Section 502. In 1973 07.000 units were financed. In 
1974 onh^ 44,500 were financed. Tlii>> fi<rure rej)re^ents onh-^ 39 percent 
of the projected authorization level of 114.000 low-income units. In 
dollar ternu FmllA oblij^ated $808 million for low-incomo Section 502 
liousincr, against a total authorization from the Con<;re,ss of $1.27S 
billion. FmHA utilized its diitcretionary authority to shift funds from 
the low to the moderate income sector of Section 502 and made loan> 
for 42,000 units rather than the 41,000 anticipated at the time funds 
were appropriated. 

Of the 86,543 Section 502 units ol)lipited in fiscal 1974, 37,238 units 
for low-income families were sub>i(li2e(l witli interest credit loans. 
Congress had indicated for fiscal 1974 that almost two-thirds of the 
Section 502 funds should go to hUere.-»t credit loans. In fact Httlo more 
than one-third of the funds were so allocated. The Farmers Home 
Administration failed to obligate almost $400 million authorized for 
housing. The bulk of these unobligated funds had been initially 
targeted for the intere.->t credit Section 502 program. Since loans per 
new Section 502 unit in 1974 averaged $19,400, as many as 20,000 
additional families could have been assisted if all the funds had been 
obligated. 

The Fanners Home Administration committed virtually all funds 
authorized for rural rental housing under Section 515. But it obligated 
less than half the $10 million authorized for housing repair loans to 
very low income families. (See table 6) 

TABLE 6.-FHA RURAL HOUSING PROGRAMS, AUTHORIZATIONS AND OBLIGATIONS FOR FISCAL YEAR 1974 

Number of units 

^ Ratio Ratio 

obligated Obligated obligated 

Author- Obligated toau- A«jtl)Orized June 39. toau* 

ized June 30. thonzed 1974 1974 thori/ed 

PtogtiM 1974 1974 (percent) (thousands) (thousands) (percent) 

Rural housing loans, sec. 502: * 

Total J^^'''!}^ ^^'^^^ 55-^ $lp985.000 $!, 589,883 80.1 

Low income "lT3777T ~ 4'4754r ~ ' 39^1 l^m^m ^8077927 eO 

Ne*^ interest credit _ 28.584 555.^557 ~ . 

Old interest credit 8,654 149.880 

Non interest credit , 7,303 102,490 

Moderate i ncome 4lToo"o 4276S 10r4 707, 000 " 78 1, 956 ~ 1 10. 6 

Rural rental housing loans, sec 515 11,050 1*2.590 113.9 lT97000 ^^73^314 96.8 

Farm labor housing loans, sec 514 750 >1,751 233.5 10,000 10.000 100.6 

Faim labor housing grants, sec 516 O , . 10,081 10.C81 1O0.O 

Housing repair loan^ sec. 504 J 5,500 2,185 39.7 10.000 4,382 43.8 

» For sees. 502 and 504 the figures under "number of units obligated" represent the number of initial loans made. 
Subsequent leans mcde to complete construction on imtial hans are not included While t*ie actual niimber of umts ,i3 ,'Sted 
IS not available, these figures for number of leans made for homeo^nership anj reoatrs do correspond Uj^e^y tu thd actual 
number of units assisted. 

' Number of units funded by loans and grants. 

^ Breakdowi not available. 

Source, Farmers Home Adminiilrdlion. 
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117/?/ mhsidized Joans fell short 

The Administration's evaluation of Federal housing programs was 
completed in the fall of 197o.* While it was prinuu'ily concerned with 
programs of the Department of Housing and Urban Development, 
it also was the basis for a sliift in Farmers Home Administration sub- 
sidized housing programs. New construction for lower income fam- 
ilies was to be de-emphasized. Instead of new production there would 
be increased reliance upon e.xisting housing in adequate condition and 
the rehabilitation of rundown housing. In the Administration view, 
existing imits could be acquired and rehabilitated if necessary at lower 
unit costs than new housing. Thus, a given amount of Federal dollai*s 
could help more families, so the Administration argued. 

While the concept had not been tested in rural areas, FmllA was 
required to reorient its lower income programs. The announced shift 
to existing and rehabilitated houses has been difficult to implement. 
Farmers Home officials initially projected almost 80,000 loans for 
oxi>ting or rehabilitated housing. More than haif the 1974 appropria- 
tion for low income loans under Section o02 was reserved for existing 
and rehabilitated housing. Yet very few of these projected loans were 
actually made. Data provided by FmHA show that only 8,700 interest 
credit loans on existing houses were made under the Section 502 pro- 
gram bv the end of fiscal 1974. Another 7,H00 low income loans were 
made without interest credit under this program, some of which may 
have been for existing or reliabilitated houses. These 16,000, not all 
of which were for existing or rehabilitated lio using, were more than SO 
percent short of the target of 80,000 units. 

In contrast with these lagring efforts in the existing and rehabilita- 
tion sector, FmHA managed to make interest credit loans on 29,000 
nf»w units, reaching 85 percent of the 34,000 projected at the time of 
the appropriation. Another 42,000 loans to moderate income families 
were made under Section 502 without interest credit, as noted earlier, 
an amount in excess of the initial projection by FmHA. About three 
out of five of these houses were newly constructed. 

Figures available tlius far for tlic first two months of fiscal 1975 
indicate that existing and rehabilitation loans are continuhig to be 
difficult to make. These early fio^ures show that 8,400 loans have been 
made for new construction^ while existing and rehabilitation loans 
account for 6,000 units. 

In short, the Farmers Home Administration has bad far less success 
in carrying out its responsibilites with respect to existing and re- 
habilitated housing as compared witli new housing. In part this may 
be due to the primitive state of the rehabilitation industry in rural 
areas. It may also reflect the ak-^ence of any substantial surplus of 
existing housing in rural areas, at least in places where rural families 
want to live. To some degree, the shortfall may also be attributable 
to the lack of FmHA personnel in the field witji experience in the ad- 
mhustration of rehabilitation and existing housing loan programs. 

In shifting emphasis from new production to funding existing and 
rehabilitated houses, the Adniinistration\s rationale iniplied that 
more lower income families could be served and at a significantly 

« • HoUMlnL' In the SeventlcH," hepartment of HouMiif; niul Trhftn neveloiiment. relea^e^J 
OctolnT 0, 107:;. 
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lower cost por unit. ''The present prosrams provide relative!}^ large 
aniounts of liousing service:^ to a limited lUimber of families/' the 
1973 Adminis ration stud}' held. Moreover, those programs mostly 
served families above the poverty 'evel. Yet since the shift in eni- 
piia>is, new production has declined for lower income families without 
a corresponding increase in existing loans, while targets for moderate 
income families have been met. As for serving more families at a lower 
cost, the lower performance ratio in number of houses as compared 
with amounts of dollars obligated apparently reflects higher than 
anticipated average costs of existing }u>u>es. In" fact, loans for existing 
houses averaged $17,300 in 1974 compared with $19,400 for new houses 
financed -with intei-est credit under Section 502. Thus the presumed 
ioM advantage of the change in policy may be less than averred 
by the Adinini-^tration. 
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IV. PROGKESS TOWARD LEGISLATIVE OBJECTIVES 



1. Elininatlng or narrowing the fjeneral credit deficit for rural housing 
Some progress is indicated hy the growth of savings and loan asso- 
ciations in nonmetro arca.i and the reduced dependence upon indi- 
viduals for mortgage loans. But a persisting credit gap is .suggested by 
the light participation of outsido institutions such as msuraiice 
companies and mutual .savings banks in the mortgage markets of non- 
metro areas. Rural homebuyers cannot obtain as favorable mortgage 
terms as metropolitan liomebuyers; they are charged higher interest 
rates and are required, on average, to pa\^ off loans over a shorter 
period. »Some Federal agency programs have helped; others, such as 
FHA and the federallj'-chartercd FNMA, have made only minor 
contributions. 

2. Production targets « * 

In 1968 Congress set ten-year housing production targets of 26 
million units including 6 million for lower income families. No specific 
allocation was made for rural areas. It can be reasonably inferred, 
however, that between one-fourth and one-thir(' of the subsidized 
units, or 1.5 to 2 million, should be provided to lower income rural 
families over a ten-year period. If one assumes that Section 502's 
moderate as well as low income programs meet such needs and includes 
the rental units of Section 515 as well, the programs of FmllA have 
been running at between one-half and tw o-thinis of target levels over 
the past five years. 

3. Xeeds o f vtrg low income families 

Both Congi'C'^s and the Adimni^tration have indicated from time to 
time that poverty-level families should receive priorily in housing 
programs. In fact, the intercbt-rredit programs of the Farmers Home 
Aifiiiirii>tration are not deen enough subsidies to reach many poverty- 
level families. As noted earlier, only 12 percent of the families obtain- 
ing interest-credit loans in fiscal 1973 had incomes below $4,000. 

Repair loans at 1 percent under Section 504 and loans tmd grants 
for farm labor housing are intended to serve very low income people. 
Neither pre gram has received more than nominal appropriations over 
the pa^t five years. The Adnnnistintion's proposed budget for fiscal 
1975 provided no funds at all for farm labor liousing. 

The 1974 Housing and Communit\' Development Act peimits 
rent supplements to be paid in behalf of low income families m rural 
rental housing. To fill a significant part of the housing needs of elderly 
and other eligible renter families in rural areas it would be necessary 
not only to provide rent supplement money but to enlarge substan- 
tially the rural rental housing program. 
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APPENDIX 



FARMERS HOME - ADMIXiSTRATION — RURAL HOUSING PROGRAMS 

Ilomeownersklp loans: Section 502 {adeqf'iate housing) 

Loans can be used to purcliase a new or existing structure, or to 
build, relittbilitntu, or relocate an owner-occupied single faniily 
dwelling., Tbe loan includes the cost of buying a "minhnuni but 
ade(juate site." Low-and nioderate-inconje faniilies are eligible (there 
is no j>pecific maximum income limit — levels vary state to state) who 
cannot obtain credit on reasonable terms elsewiiere. Housing jnust be 
located hi ''rural" arear>, i.e., places under 20,fl00 population.' Interest 
credit is available to those eligible. Section 5te joans accounted for 
almost 90 percent of all FmllA housing loans and grants made ih 
FY 1974. 

Home Improvement or enlargement loans: Special Seciipn 502^ 

Loans can.be nnide to improve or onlargc existing buildings or to 
complete one on which substantial construction work already- has been 
done. Title to the property need not be as clear as required uiuler 
regular Sec. 502 loans. Special Section 502 loans are eligible for 
int^jrest credit arrangements. 

^Master rural housing loans: Section 502 

When a natural disaster damages or destroys rural dwellings or 
farm buildings, the Disaster Relief Act of 1,970 authorizes direct loans 
to repair or replace the building. Dihaster loans carry a lower interest 
rate than tlip regular 502 program. Payments nuiy be deferred in 
hardship cases. 
Interest credit program 

Most interest credit loans arc made imdor the Sec. 502 honie- 
owner^liip program. The maxinnnn credit which can be provided is 
that which recfuces the effective interest rate on the loan U) 1 percent 
or 20 percent of the family's adjusted income, whichever is less. Such 
loan^ are made largelv to applicants with adjusted annual incomes of 
Ie>s than S8,000. Adclitional restrictions are nnposed, such as limiting 
interest credit loans to houses not exceeding 1,200 sc^uare feet of 
living area. These loans can be u^ed only when the needs of the appli- 
cant cannot be met with financial assistance from other souices. 
Intere.^t credit is also available under the rural rental program and the 
farm labor housing program. 

Home repair Joans: Section 504 

Repair loans are provided to nnike housing safer and healthier. 
These are often nnide for minor repairs such as the addition of cooking 
or toilet facilities. They carry a 1 percent interest rate for up to 20 
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years, with a maximum of $5,000. Those ehgible are verv low-income 
owner-occupants whose incomes are too low to (lualify for Section 502 
assistance. 

Rurd re7\tal program: Sections 515 and 521 

FmHA makes direct loans to finance rental or cooperative housing? 
and related facilities for occupancy by low to moderate income rural 
families and senior citizens 62 years or older. Sponsors can be non- 
profit, profit-oriented, or ''limited profit.'' Profit-oriented borrowers 
pay the regular FmHA housing rate, while nonprofit sponsors are 
ehgible for interest credits. Rental and occupancy charges for low- 
income families are based on family income and cannot exceed 25 per- 
cent of income. 

Farm labor housing loans and grants: Sections 514 and 516 

Loans are available at 1 percent interest, for a term of up to 33 years, 
to buy, build or repair housuig for domestic farm labor. Such financing 
is available only to nonprofit sponsors such as associations of farmers, 
state and local government agencies, individual fann owners, and 
private nonprofit organizations including those organized by farm 
workers. Section 516 authorizes grants to 90 percent of total develop- 
ment cost, less such amounts as can practicably be obtained from other 
.sources. 

Rural housing site loans: Sections 523 and 524 

Short-term loans are available to public bodies and nonprofit 
organizations to buy and develop building sites to be used by low and 
moderate inconie families. vSites must be sold for use in connection with 
a Federally-assisted housing program. Interest rates are the same as 
those on FmHA housing loans. If the lots are to be used in connection 
with self-help housing, the site loan may carry a 3 percent interest rate. 

Technical asmtancejor self-help housing: Section 523 

Programs are funded that involve the cooperative work of family 
groups which provide a major portion of the labor required to con- 
struct their homes. Mortgage credit is made available under the regular 
Section 502 program, and includes interest credits. Grants can also be 
made to i)iiblic bodies and private nonprofit groups to organize and 
assist families in using the self-help process. Grants can cover making 
equipment such as power tools available to families, training in con- 
struction techniques, and the hiring of construction supervisors to 
work with families. 





